Consumers Located on the Unit Circle
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Consumers Located on the Unit Circle

Excess valuation for premium "brand"

component B
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Pre-Merger Equilibrium: No Bundling

Y Separate Component Pricing of A and B

B’s profit-maximizing |
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Pre-Merger Equilibrium

L4 Which Consumers Buy What Premium Component?

These consumers buy B
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Pre-Merger Equilibrium

14 Which Consumers Buy What Package?

These consumers
buy B and A’
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Pre-Merger Package Prices

System Price
A B 1.30
A’ B 0.65

A B’ 0.65



Post-Merger Equilibrium

Excess valuation for premium

0.7 -

"brand" component B

Mixed Bundling

Profit-max.
component
pricefor B
under mixed
bundling = 0.96

Profit-max. component
price for A under
mixed bundling = 0.96

Profit-max. bundle price line
under mixed bundling = 1.24
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Package Prices

Separate Component Pricing vs. Mixed Bundling

Price
System  Pre-merger Post-merger
A B 1.30 1.24
A’ B 0.65 0.96

A B 0.65 0.96
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Post-Merger Equilibrium

Which Consumers Buy What Package?
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Effect of A and B Merger on Consumer Welfare

Mixed Bundling vs. Separate Component Pricing

14
I:)ABmix]é' S
Change in consumer surplus~
. 2(s+2u+v)—2(s+t+u+v)=
B .
P mixed 2u—2t = 2(U—t) <0
t
0.7
B 0BS5St —--—m e o]
pre-merggr
S
2
Em
q-) -+
S G
S5
o "
c
&
o
-§ :8 0 T T T T T T T T T gl T LIJ T T T T T T T T
‘_>5 -c% 0 010203 04 05 O.%'68.7 0.8 0.8'961 1.1 1.%'2-61?.3 14 15 16 1.7 1.8 19 2 21
@ o P’ re-merger g E Excess valuation for premium
L%’ < a "prand" component A

13




Which Consumers Gain, Which Lose, From the Merger of A and B

1. -Mixed Bundling vs. Separate Component Pricing
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B o0.96
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Winners

* Integrating firms profits

INcrease 60%.

Consumers who purchase
the high quality system
before and after the
merger benefit from a
lower bundle price.

A minority of consumers
who purchase amixed
system pre-merger and the
high quality bundle post-
merger benefit from a
lower implicit component
price.

L osars

e Low quality producers

market shares decline
substantially.

Consumers who purchase
amixed system both
before and after the
merger suffer from higher
component prices.

The mgority of

consumers who purchase a
mixed system pre-merger
and the high quality
bundle post-merger suffer
from a higher the implicit

component price.
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Asymmetric Consumer Preferences for Premium Brands A and B
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